The Detroit News

Editorial: Reduce taxes on craft liquor

The Detrait News: Ociober 6, 2016

The Senate recently passed a bill that would significantly lighten the tax burden on Michigan's craft distilling
industry. That's a good call. Just as lawmakers have reined in regulations on craft brewers in the state and
allowed that industry to thrive, they should do the same for the craft liquor distillers.

The Senate bill would cut taxes by about 45 percent — to 20 percent from what is currently about a 65 percent
markup by the Michigan Liquor Control Commission — on the first 60,000 proof gallons of liquor spirits
manufactured annually. Bottles produced after that would be taxed at the old rate.

Michigan needs to update this tax regime to allow its craft liquor industry to be competitive with those in nearby
states. The current excessive markups force Michigan’s liquor prices substantially higher than surrounding
states — ninth highest in the country, according to the Tax Foundation. Indiana ranks 42nd and Wisconsin

40th.

The state’s onerous tax structure, combined with federal taxes, unnecessarily stifle investment. Once the state
relaxed regulations on breweries several years ago, the beer industry began to thrive. Michigan now ranks fifth
in the nation in terms of the number of craft beer facilities, and it's a noted attraction for tourists.

The current tax structure for liquor also benefits large, international manufacturers over small, hometown
companies that don't have the same economies of scale. International distributors can afford to get their
products on the shelf at wholesale prices. Since the state tax applies to the shelf price that means global
companies with little invested in Michigan pay a lower tax rate.

Many Michigan spirits manufacturers make their products from Michigan-based grains. Freeing up their
investment capital would benefit other parts of the state's economy as well.

The tax cut would take away $22 million to $35 million from the general fund, according to an analysis from the
Senate Fiscal Agency. But much of the current tax revenue is allocated to the state’s liquor commission to help
fund regulatory enforcement and administrative costs. Streamlining those costs could help make up for the
leaner tax revenue.

Additionally, the tax cut would free up investment funds and capital for craft distillers, which means their
businesses will grow. It would also encourage new distillers to open. Both would broaden the tax base, so
business growth would offset at least some of those lost tax dollars.

Michigan's craft distilling industry has much room to grow. There are about 40 licensed distilleries throughout
the state, according the Michigan Craft Distillers Association. Hubs have formed in the northem and western
parts of the state, as well as in Detroit. :

Unique, locally sourced spirits also attract new visitors and tourists, an important part of Michigan’s diverse
economy. ;

The House should consider speedy passage of the bill to reduce taxes on craft liquor, and let the state's
entrepreneurial atmosphere spur new growth and new businesses.
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OUTLINE OF THE MICHIGAN TAX SYSTEM
LIQUOR MARKUP (CONTINUED)
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* Most markup changes have occurred because of administrative action.

1933 PAB (ES)
1937 *

1940 *

1941 *

1945 PA 33

1947 PA 350
1952 *
1966 *
1967 PA 90
1975 *

1980 *

1983 *

i 34

Chart 6
Michigan Liquor Markup Tax Revenue, 1960 - 2015
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Liquor Markup Tax established with a 45% markup rate effective January 1, 1934.

Increased markup rate to 55% effective August 1937.

Decreased markup rate to 50% effective July 1940.

Becreased markup rate to 46% effective October 1941,

Discount rate established at 10% for off-premise purchases and 15% for on-premise purchases effective April
30, 1945,

Discount rate decreased to 12.5% for on-premise purchases effective July 3, 1947,

Decraased markup rate to 44% effective July 1952,

Increased markup rate to 46% effective March 1966.

Increased the discount rate for off-premise purchases to 11.5% effective February 26, 1967.

Increased markup rate to 48% and increased the discount rates to 15% for both off-premise purchases and
on-premise purchases effective January 1975.

Increased markup rate to 51% and increased the discount rates to 17% for both off-premise and on-premise
purchases effective October 1980,

Increased markup rate to 65% effective May 1983.
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APPROXIMATE v Sl
COSTBREAKOUT i &
OF A SPIRIT
WITH A $19.99 — '
SHELF PRICE _&

Convention Facilities Tax — 4% $.71
School Aid Tax—4% - $.71
General Fund Tax—4% $.71

Retail Sales Tax—6% $1.20

Michigan Liquor Control
Commission profit $3.94

Store Profit $3.00

Federal Excise Tax

(513.50 per proof gallon
Paid by distillery or importer) $4.28
Distillery or Importer $6.67
*MLCC mark-up is 65% \.’\h-——-—-*'/

PROPOSED LEGISLATION WOULD REDUCE THE
MLCC MARK-UP ON THE FIRST 60,000 GALLONS OF
PRODUCT SOLD IN MICHIGAN FROM 65 TO 20%.



Michigan Department of Licensing and Reguiatory Affairs
Liquor Control Commission (MLCC)
Constitution Hall - 525 W. Allegan, Lansing, Ml 48933
Mailing Address: PO Box 30005, Lansing, M1 48909

Toll Free {866) 813-007 i- Www.michigan.gov/lcc
Monthly Small Distiller/Brandy Tax Form

MonthfYear License Number-
Name of Business:

| declare that Ihe information coniained in this report is correct,

Street, .
Signature:
City. State, Zip Codea:
Business Tetephone Number: Your Title Date
Instructions.
1. Enler the MLCC Code Number N coiumn 1
2. Enterthe description and size of 2ach producy Separately in column 2
3. Enler the number of batiles ofeach MLCC code of liquor sold for 5 month in column 3.
4. Enter the lax raje Provided by the State of Michigan for that size bottle in cotumn 4 See Small Disliller quuorIBrandy Saies
Tax Rale Schedule or contact the MLCC at 517,322 1382 for thig information
5. Caleulate the tax amount by multiplying the amounts in columns 3 and 4 ang entering the resuil in column 5
6. Add all the 28mounts in calumn 5 angd enter the Total Paymeni Due at the botiom of colurnn 5
7. Make checks payable lo . STATE OF MICHIGAN/MLCC Please wrie your license numbear on the check
8  Mail check and this repan tg the address at the top of 1his form
1. MLCC Code 2. Description and Size 3. Number | 4. Tax Rate 3. Tax Amount
Number of Bottles Per Botlle
0.00
000
.00
000
000
0.00
0.00
0.00
0.00
Q.00
0.00
0.00
0.00
6. TOTAL PAYMENT DUE 0.00

DUE DATE: The 15"g¢ the month tollowing the month being reported. This réport must be filed each month
whether or nat any sale transactions have occurred

FOR COMMISSION USE ONLY

Cashier Validation

LC 804 {Rev 08/14) The Deparinem of Energy. Labor & I'tonomic Growih will not discriminate aganst
AUTHORITY MCL 46 11038) ans 138 1733 any IAIVELEE O QoD BECAUST of race sex rebgion, age, nauonal ongm color
COMPLE g Mangalony

‘ — 3
PENALT+ Fintor Revong Lconse manial staws Jsabily or polircal behels
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